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THE ITALIAN ECONOMIC OUTLOOK

22 November 1963

Italy's economic boom is cracking a little at

several points.

Industrial output is at a record

high, but nervous Italians send their funds out of
the country as inflationary pressures persist and

balance of payments deficits run on.

The economic

outlook is also clouded by widespread apprehensions
about the concessions to Socialist viewpoints that
will have to be made if a center-left government is

to be formed and kept going.

ties,

To allay these anxie-

the Italian Socialist Party has indicated

that it intends, for the present at least, to sup-
port conservative financial policies designed to
prolong the boom within the framework of capital-

ist institutions.

The Postwar Economy

Italy drew economic
strength from military defeat.

The public debt was effectively’

wiped out by a galloping in-
flation that was arrested after
1947. No large public expend-
itures were required for de-
fense or for support of colo-
nies. Restrictions on the

free movement of labor were
repealed, price controls were
lifted, and other intervention-
ist economic policies of the
Fascist regime were discarded.
While the state sector of the
economy was still very impor-
tant, the free play of market
forces after World War II gen-
erated a new spirit of enter-
prise and promoted technolog-
ical advances in industry.

The fortuitous discovery
of new energy sources also
helped fuel the "takeoff."
Just after the war, natural
gas was discovered in great
quantities in the Po Valley
and became the principal fuel

of the Milan-Genoa-Turin in-
dustrial triangle. The abun-
dance of fuels was directly
responsible for the rise of a
petrochemical industry that has
made Italy a leading European
producer of plastics and other

- synthetics.

The success story of petro-
chemicals is part of the larger
experience that Italians de-
scribe as their miracolo eco-
nomico. The miracle is a rec-

ord of dynamic growth in such

fields as sewing machines, type-
writers, calculating machines,
steel, and autos. Between 1949
and 1953, production of passen-
ger autos doubled from 86,000

to 174,000 annually. By 1957,
output had redoubled to 352,-
000. Last year's figure of 878,-
000 was two and a half times

as high again. :

The miracolo operated up
to 1961 in a.setting of extra-
ordinary price stability. The

large numbers of unemployed and
underemployed in Italy permitted
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production to expand without an
undue rise in wages. Workers'
incomes did go up, but labor
productivity increased even
faster, and profit margins were
high. The reinvestment of a
high proportion of business
earnings sustained a steady
growth of GNP, which rose more
than 5 percent annually (in
constant prices) from 1950 to
1958. The rate of increase in
GNP was about 8 percent in 1959,
7 percent in 1960, 8 percent
again in 1961. Last year, the
rise was a little over 6 per-
cent, still among the highest
in the world. The percentage
increase this year will be lower,
but substantial nonetheless.

Inflationary Pressures

Industrial expansion now
has proceeded far enough to

The number of workers
completely without jobs has
been steadily diminishing and
in some areas has been practi-
cally eliminated. In 1959,
about five and one half per-
cent of the labor force was
unemployed, according to a
statistical series that is
approximately comparable with
US unemployment figures. The
rate of unemployment was down
to an average of three and one
half percent during 1961 and
will be less than three percent
this year--about half current
rates of unemployment in the
US. The Italian statistics do
not reflect a substantial vol-
ume of underemployment and are
not indicative of the higher
unemployment figures in the
south. They do, on the other

take most of the slack out of
the labor market. On top of
the economic forces, new demo-
graphic patterns also make for
a tighter labor market. The
jndustrial labor reserve rep-
resented by the rural popula-
tion has dropped sharply; nearly
half the workers were on the
farm just before World War II,
whereas the proportion now is
1ittle more than a quarter. In
addition, population growth no
longer outstrips the demand
for labor. Italy's rate of
population increase has been
only a fraction of omne percent
annually in the past decade.
With 50-odd million people,
Italy is still one of the more
crowded countries in Europe,
but the population problem is
.well on the way to solution.
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hand, indicate the shortage of
labor in the industrial north
that has strengthened the hand
of labor unions in collective
bargaining negotiations. Busi-
nessmen have recently had to
make far-reaching wage and
other concessions to the work-
ers, entailing increases in
labor costs of 20 to 30 percent.

Labor militancy feeds on
the rising cost of living, and
the familiar wage-price spiral
has been one of the important
factors responsible for an in-
flation that the European Com-
mon Market.Commission describes
as "serious." The cost-of-liv-
ing index went up more than
seven and one half percent be-
tween mid-1961 and mid-1962.
Another eight-percent rise was
recorded for the twelve months
following. The country's cur-
rency supply expanded some 18
percent in 1962, and it will
probably go up by much the same
percentage again this year.
Persistent government deficits

account for a significant amount

of the increased money supply.

The inflation has adversely

affected Italy's balance of
payments in two ways. First,
the demand for foreign goods
has climbed with the increase
in purchasing power and with
government measures to lower
the barriers on food imports
in order to keep the cost of .
living down. Second, rises in
the prices of Italian manufac-
turers have reduced Italy's
competitive advantage in for-
eign markets, and exports have
lagged behind the increase in
imports.

//h

PERCENT OF ITALIAN LABOR
FORCE UNEMPLOYED

(AVERAGE FOR THE YEAR)
1959 5.5%
1960 aa% o

1961

1962

1963 . LESS THAN 3% (ESTIMATE)
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‘Italy has traditionally
had an excess of imports over .
exports, but the gap now is
so wide that it can no longer
be covered by earnings from
"invisibles" like tourism and
emigrant remittances. In the
years from 1958 to 1961, ex-
ports and "invisibles" helped
bring a surplus in the balance
of payments averaging $650 mil-
lion annually. The fall in the
surplus to only $50 miliion in
1962 came as sobering indica-
tion of the fragility of the
boom. Soberness has deepened
into concern with the publica-
tion of financial statistics
pointing to a balance of pay-
ments deficit this year that
will come close to a billion
dollars.
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The Climate of Uncertainty

Several economic signs at-
test to widespread uneasiness.
New investment decisions are
being postponed. In part, this
is due to the increasing diffi-
culty of selling new securities
to finance business expansion.
Savers show a clear preference
for bank deposits over stocks
and bonds; some Italians are
sending their money out of the
country entirely. ' '

The extent of the capital
flight is indeterminate, al-
though it has been estimated
as high as a billion dollars
so far this year. Not all the
capital flight reflects fears
about economic conditions in
Italy. Some of it was prompted
by a 15-percent withholding tax
on dividend income. The manda-
tory registration of dividend
receivers under the new tax
law--disclosing large blocks
of securities acquired by in-.
dividuals with low declared
incomes--put a new burden on
tax evaders. They have reacted
by selling their securities and
sending the lire in suitcases
to Switzerland. The money may
be kept in Swiss banks or in-
vested in foreign securities.

A good part comes back to Italy
again in the guise of invest-
ments by Swiss business firms,
which are in fact acting for
their unnamed Italian principals.

A strong government could
~.do much to restore.business con-
fidence. The present caretaker
government made a gesture at a
stabilization program with mod-

est proposals for increases of
certain taxes, for measures to
stimulate exports, and for tax
inducements to modernize fac-
tories and encourage low-cost
housing construction. Banks
are more restrictive in scréen-
ing loans to their customers.

A parliamentary group has pro-
posed a new law to c¢urb the
sharp increase in rents--the
fastest rising component of the
cost-of 11v1ng index. :

Even a stronger Ita11an
government would find it dif-
ficult-to hold the line against
inflation and payments deficits.
One reason is the general opin-
ion in Italy that credit re-
straints must be approached
cautiously--that it is desir-
able to curb, say, real estate
speculation but that investment
tending to increase production
and bring down costs should be
encouraged. Second, there is
little stomach for the contest
with labor that would follow
an attempt to impose an "in-
comes policy"” limiting wage in-
creases. Unions argue, with
justice, that labor is just now
catching up with past increases
in productivity. They also point
out that wage scales in Italy
are still far lower than going
rates in other Common Market
countries.

A third reason is the po-
litical necessity of honoring
past commitments to correct
some of the glaring inequities
of the Italian economic struc-
ture. The disparities between
north and south, for example,
necessitate continued large
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expenditures. Some 37 percent
of. the -population lives in the

.south, in-a predominantly agri-

cultural settlng where per cap-
ita- earnings are half what. they
are in the north, where birth
rates are 50 to 100 percent
higher, and where unemployment
and underemployment. are chronic.
In 1950, the government
created the Fund: for the South,
with investment resources that
were directed.initially to im-
provements in agriculture and
such "social overhead" as roads,
water supply, and electric power.
The government is also trying
to attract industry to.the south
by such measures as tax conces-~
sions and subsidies. Last year's
investments there, totaling over
670 million dollars, were about
a third of the amount invested
in northern and central Italy.
This proportion, which repre-
sents a considerable increase
over previous years, will go

'8till higher if official pro-

jections are realized, The
concerns about inflation are
not likely to weaken the de-
termination to bring the south
into the economic: mainstream

- of the.country. -

Reassurances Froh‘the Left .
- ‘Lastiyear,,the electric
power industry in Italy was
nationalized. The specter of

- further socialization now

haunts the business communlty
as a possible consequence of
a center-left government, If
the fear proves unfounded,

the stimulus to private. invest-
ment and general economic im-
provement should be consider-
able. -There seems to be an.
even chance that events will
take this happier course, at
least for the near future.

It is not that the left
in Italy is jettisoning-its
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Marxist goals. Individual
Socialists frequently issue
bellicose statements that worry
some businessmen. The Economic.
Report published by the Italian
Socialist Party last month said
enough about the need for "cor-
porate reform," the desirabil-
ity of "an antitrust law with
teeth,” and the necessity of
"changes in the tax structure”
to suggest that the party feels
constrained constantly to val-
idate its claims to represent
the working class. But by and
large, the Economic Report was
remarkable for its attempt to
allay conservative anxieties--
in the words of the report at
one point, "to dissipate pre-
conceived fears in the business
community that a center-left
government would be, by nature,
prodigal and spendthrift.”

The report eschewed Marxist
cliché and dialectic. It argued
strongly against putting the
blame for rising prices on wage
increases, but it did not in-
dulge in fundamentalist invec-
tive against profiteering or
in other doctrinaire allusions
to class conflict. The discus-
sion of the stock market betrayed

none of the typical Marxist ani-
mus against that oft-maligned
institution of high finance. The
decline of stock prices was
accepted as a valid indicator of
the economy's malaise, and the
Socialists went so far as to en-
dorse purchases of securities by
the government to support the
market, if other measures proved
inadequate.

The report's concluding
recommendations offered some-

thing to both workers and cap-
italists. The former, urged
the Socialists, should be fa-
vored by price freezes on key
commodities like milk, sugar,
and rice. There should be
credit curbs on speculative
activity, but residential con-
struction ought to be encour-
aged. Looking to the capnital-
ists, the report implicitly pro-
fessed its rapport with their
interests when it came out
strongly for maintaining the
foreign exchange value of the
lira. The Socialists pointed
with approval to the stand-by
arrangements for currency sup-
port that the United States
has made with central banks of
other countries. While refus-
ing to condemn deficit spend-
ing, the report suggested that,
for the present, it would be
wiser to hold the line: pro-
posals for additional public
spending should not be made
without offsetting proposals
to cut expenditures in another
area.

Outlook

The assurances of the So-
cialists have no appeal to
CONFINDUSTRIA (Italy's equiv-
alent of the National Associ-
ation of Manufacturers), which
is reliably reported to have
determined that neither effort
nor money must be spared in
the continuing struggle against
the left. CONFINDUSTRIA's
suspicions are likely to be
reinforced periodically, as
the Socialists, under Commu-
nist taunts, feel compelled
to reassert their militancy
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against capitalist interests.

To assume a viable center-left
coalition under these circum-
stances is admittedly to assume
away one of the central dangers--
namely, that political instabil-
ity or uncertainty will con-
tinue to cramp the Italian econ-
omy.. However, if it turns out
that the new government is in
fact an enduring one, the forces
for economic growth in Italy
should carry the country over
its present difficulties.

There are some unique struc-
tural defects of Italian capi-
talism, but the short-range prob-
lem is much like that of all
capitalist economies during
boom periods--largely one of
copiug with success. This means
occasional business relapse, per-
haps financial crisis. But in
Italy, these will occur against
a background of dynamism and up-
ward trend lines. The spirit of
business enterprise is wide-
spread and venturesome. When
governments are reasonably
strong, this spirit is supple-
mented by practical political
energy, as reflected in the
ambitious but realistic plans
for the south. Major plants
being constructed or projected
for the south will add signifi-
cantly to the country's indus-
trial capacity in chemicals,
electric power, steel, and oil
refining.

Both at home and abroad,
the long-run outlook for Italian
sales continues promising. The
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domestic market for Italian con-
sumer durables, which has ex-
panded steadily with rising in-
comes, is nowhere near satura-
tion. The profitability of
exports may have diminished,
but the rising costs of pro-
duction in Italy have their
parallels in recent cost pat-
terns of other European pro-
ducers, so that the competi-
tive position of Italian busi-
nessmen in foreign markets is
still strong.

A final point, but one
of central importance, is that
Italy's economic boom is part
of a wider prosperity. A
critical factor in the Italian
prospect is the performance
of :he Common Market. Italian
duties are among the highest
in the Community, and the Ital-
jan tariff wall was lowered
despite protectionist fears
about competition from more
efficient producers of the EEC.
Yet the Italians were able to
make dramatic price cuts in
autos, home appliances, and
other durables, and they par-
ticipate increasingly in the
commerce of the expanding re-
gional market. About a third
of Italy's foreign trade is
now with other EEC countries;
as late as 1958, the proportion
was little over a fifth. More
and more, the Italian economy
is bound up with the fortunes
of Europe as a whole. (CON-
FIDENTIAL)






